Abstract: This article seeks to put the law-finance-growth nexus into the context of Africa. As of 2017, the African Securities Exchanges Association has 27 securities exchanges as full members. The Johannesburg Stock Exchange is the most developed of all, especially with respect to its market capitalization. Its socio-legal proximity with the English system may provide a good explanation to its phenomenal growth relative to the rest in the region. However, such a socio-legal proximity is indeed shared by a number of other former British colonies such as Nigeria and Zimbabwe. Law alone may not account for the rise of the Johannesburg Stock Exchange. Furthermore, this article seeks to argue whether there is a genuine need for the African countries to have a stock market, which requires highly evolved legal, market and governmental institutions and norms that often do not pre-exist in these countries. On the one hand, the article will look at Africa in general. On the other hand, it will put certain discussions into the context of selected African countries.
Introduction
Institutional economics, which has existed for nearly 100 years, is a branch of scholarship which explores the role of institutions in economic activities and growth. Different types of institutions have been reviewed by scholars, including but not limited to finance, 1 law, Africa as a whole. This article is divided into three sections. The next section will flesh out the theoretical foundation of discussion by drawing on the existing debate about the importance of institutions, particularly in light of finance and law, respectively. Then, it will proceed to discuss the finance-growth nexus in the context of Africa, before doing the same for the law-finance nexus. At the end, the conclusion will seek to link up all the dots by summarizing how the findings about Africa in this article can provide any insights into the debate on the relationship between law, finance and growth.
Institutions and Economic Growth
The study of institutions can be traced back to as early as 1899 when Veblen said:
The evolution of social structure has been a process of natural selection of institutions. The progress which has been and is being made in human institutions and in human character may be set down, broadly, to a natural selection of the fittest habits of thought and to a process of enforced adaptation of individuals to an environment which has progressively changed with the growth of the community and with the changing institutions under which men have lived.
that provides encouragement for investment will prosper. This new movement of institutional economics has generally identified itself as an attempt to extend the range of neoclassical theory by explaining the institutional factors traditionally taken as givens, such as property rights and governance structures. 16 Yet it is not easy to give "institutions" a precise definition. As put by North, "Institutions are the rules of the game in a society or, more formally, are the humanly devised constrains that shape human interaction." 17 Whilst saying that "there is no unanimity in the definition of this concept [of institution]," Hodgson tries to define institutions as "systems of established and prevalent social rules that structure social interactions" and thus "language, money, law, systems of weights and measures, table manners, and firms (and other organizations)" are all institutions. 18 Such a broad definition clearly adds to the complexity of what matters for economic development.
Finance as a Type of Institution
Acemoglu stresses the importance of economic institutions, which comprise such things as the structure of property rights, the presence of markets and the contractual opportunities available to individuals and companies. 19 Take stock market as an example. The primary role of a stock market is the allocation of ownership of the economy's capital stock. 20 The market is a developed system which creates more information about investment projects and can therefore guide investors' funds to better uses. 21 Specialization, as well as acquisition and dissemination of information, is encouraged to reduce the cost of aggregating dispersed savings, thereby facilitating investment. The market is often viewed as the most efficient allocation of capital in some cases because of the shortcomings of bank finance. In the presence of asymmetric information, banks generally finance only well-established, safe borrowers, while stock markets can encourage more risky, productive and innovative projects. 23 Furthermore, equity markets allow companies to rely more on equity and less on debt, creating a less risky financial structure in the event of an economic downturn. 24 On the other hand, investors are generally reluctant to relinquish control of their savings for long periods, despite the fact that many high-return projects require a long-term commitment of capital. A liquid stock market can enable more investment to occur because savers can buy and sell quickly and cheaply whenever they wish to alter their portfolios, especially with the development of technology. 25 Moreover, stock markets provide a vehicle for investors to diversify risk. 26 With a diversified investment portfolio, investors may shift part of their savings into higher-return projects, which can influence economic growth. Such growth can also come from the mitigation of agency cost because corporate control is enhanced through stock markets.
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To illustrate the importance of stock markets, some scholars have tried to examine the empirical relationship between stock markets and economic growth. A cross-sectional study of 39 countries over the period 1980-1988, by Atje and Jovanovic, has suggested that the relative size of a country's stock Levine and S. Zervos, Stock Market Development and Long-Run Growth, 10 World Bank Economic Review, no. 2 (1996), 323-339, at 326. 26 Ibid., p. 327 . 27 A. Demirguc-Kunt and R. Levine, Stock Markets, Corporate Finance and Economic Growth: An Overview, 10 World Bank Economic Review, no. 2 (1996) , 223-239, at 231. Although a diffuse ownership structure will reduce the incentives for investors to monitor the management carefully, the countervailing argument is that a remuneration package tied to stock performance and takeover threats are possible ways to align the interests of managers and owners. Also, the presence of institutional investors and securities analysts can potentially enhance monitoring.
Law-Finance-Growth Nexus market helps to explain subsequent growth in gross domestic product (GDP) per capita. 28 Building on Atje and Jovanovic's study, Levine and Zervos have subsequently confirmed that there is a strong correlation between overall stock market development and long-term economic growth. 29 However, in contrast to the supporting opinions, Harris has found no hard evidence that the level of stock market activity helps to explain growth in per capita output.
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Despite the debates, Carlin and Mayer are quite right to say that very little is known about the way in which financial structures bear on economic performance. 31 The studies have been restricted to assessments of whether there is a link between financial and economic performance. They have failed to address the range of other questions that lie at the heart of debates about financial systems; for example, the effect of corporate and legal structures. Policies concerning the structure of financial and corporate systems should be sensitive to different stages of economic development. 32 There is no such thing as one size fits all.
Law as a Type of Institution
Why do different countries have different financial systems? Are these different financial systems performing different functions? Can we say that one system is better than another? In the Anglo-American system, financial markets play an important role in allocating resources, while in Germany and other continental systems they are relatively unimportant (see Chart 1). Despite the apparent divergence, as observed by Allen and Gale, the current trend is towards the market-based systems. 33 Many countries have deliberately tried to deepen their financial markets. Nevertheless, the development of a strong securities market is by no means automatic. As discussed, if property rights and governance structures, or more generally investor protection, are the determining factors, then company law, securities law, listing rules and other institutional factors are all 28 Atje and Jovanovic (1993) , supra note 21. 29 Levine and Zervos (1996) and colleagues' research design, by using time-series dataset, John Armour and colleagues find no evidence of a positive impact of legal changes on stock market development, despite agreeing that common law systems were more protective of shareholder interests than civil law ones. 46 Despite that the conclusion from where "law matters" is far from clear, the study by La Porta and colleagues has phenomenally started a new branch of legal scholarship known as "Law and Finance," which seeks to unearth the correlations between law and financial development.
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We seek to contribute to this field by studying the law-finance-growth nexus in the context of Africa through this article. 
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-Dominance of agriculture or primary activities in the generation of GDP and the absorption of the labour force; predominance of subsistence activities (accompanied by limited capacity for mobilizing domestic resources) with low levels of labour productivity, particularly in food production; -Limited manufacturing and an undiversified production structure reflected in high export concentration and dependence on two or three primary commodities, and high volatility of export earnings (upon which fiscal revenues rely); LDCs therefore are unable to benefit from trade measures for manufacturers unless these measures are accompanied by support to stimulate industrial production and diversification; -Low level of education and an overall shortage of skills to organize and manage development; limited capacity to absorb technological advances; poor health and nutrition outcomes; -Lack of adequate physical and institutional infrastructure for development; -Economically small (by population or national income), undiversified natural resource base.
Former UN Secretary General Kofi Annan once said 67% of all problems dealt with by the UN were African problems. 55 In April 1998, as a response to a request from the UN Security Council, he presented a report, entitled "The Causes of Conflict and the Promotion of Durable Peace and Sustainable Development in Africa," to discuss the origins of Africa's political and economic problems and characterize the situation at that point. 56 He rightly pointed out that the framework of colonial laws and institutions which African states inherited following a decolonization movement had been designed to exploit local divisions, but not Law-Finance-Growth Nexus overcome them. 57 On the issue of economic growth, Annan emphasized the need of "creating a positive environment for investment" to produce sustained economic growth. 58 The measures suggested in the report were roughly coinciding with the study of institutions discussed above, which proposedly include "predictable policies, economic deregulation, openness to trade, rationalized tax structures, adequate infrastructure, transparency and accountability, and protection of property rights."
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Infrastructure here in the report predominantly pointed to the likes of transport, telecommunications and schools, but the importance of legal institutions and economic infrastructures was also briefly mentioned. In the context of this article, Allen and colleagues criticize that Africa as a continent has been most underdeveloped in terms of finance. 60 In general, the banking sector in Africa is much shallower and less penetrated than those in other major regions of the world, as evidenced by a common indicator of financial deepening, i. e. domestic credit to the private sector as a percentage of GDP (see Chart 2). Meanwhile, there have been some positive developments. First, there has been an increasing presence of foreign banks in the region, apparently indicating an increasing degree of openness of the are organized to serve multiple countries.
76 Table 2 provides a snapshot of the African stock exchanges as of the end of 2016. We will proceed to look the story of selected countries below.
The Seychelles
As mentioned before, in July 2015, the Seychelles reached high-income status, after average GNI per capita reached US$13,710 in 2013-2014. It is the only African country which has made such an achievement. According to the African Development Bank, the country experienced robust economic growth during the period averaging 5.3% in 2011 to 2015, with the traditional tourism and fisheries sectors as the main drivers of economy. 77 Poverty rates in Seychelles are amongst the lowest in the world outside the OECD countries. 78 Despite being praised by Allen are available including current, fixed deposits, call deposits, savings schemes and loan accounts, and all major credit cards are represented. As reported by the Central Bank of Seychelles, there has certainly been a year-on-year increase in the demand for loans, especially in key economic sectors (see Table 3 ). As shown in Table 3 , a Along with a well-developed banking system, there is the largest stock market in Africa. As of May 2017, the Johannesburg Stock Exchange had a market capitalization of US$1 trillion, around 10 times the size of the Bourse de Casablanca and the Egyptian Exchange combined, which are already the second and third largest exchanges on the continent. 93 The JSE was founded on 8 November 1887. 94 The Stock Exchange Control Act, which was the first legisla- 
Morocco
The World Bank has put Morocco in the lower-middle-income economic group.
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According to the African Development Bank, Morocco is posting balanced macroeconomic results, thanks to country's proactive policy of improving the business climate to help to transform its economic model. 99 On the one hand, 115 Generally, it is believed that the higher the financial resources or financing flowing to the private sector in a country is, the greater is the prospective opportunity for the private sector to develop and grow. At the same time, it has a smaller stock market than Morocco and South Africa, it is prudent to say that Egypt does not have the same financial depth of the two countries. For a quick comparison of the countries discussed, see Table 4 . As mentioned, the Egyptian Stock Exchange is one of the oldest in the region. The market as an invisible hand guides participants in well-functioning market economies to allocate resources in ways that achieve economically efficient outcome. As discussed before, certain empirical evidence has shown that there is a positive correlation between regulation and the depth of stock market. 118 Does it mean that there should be an intense degree of regulation for a market to succeed? In fact, the starting point of regulation should be that there is no need to regulate unless there is a failure of markets. 119 Historically, the idea of investor protection stemmed from the risk of fraudulent or opportunity behaviour in the financial markets, making a case of a body of rules to exist to properly govern the financial markets and listed companies. 120 La Porta and colleagues argue that optimal regulatory arrangements can be distilled down to three broad hypotheses. 121 The very liberal approach implies that the optimal government policy is to leave securities markets unregulated because the market and some general legal mechanisms are sufficient for the markets to prosper. 122 A less liberal approach suggests law is necessary owing to the consideration of enforcement costs and opportunistic behaviour of market players. One option is the standardization of the private contracting framework to improve market discipline and private litigation through securities law. Ultimately, governmental intervention may be desirable when all existing markets, legal mechanisms and private enforcement incentives are deemed insufficient. Therefore, a public enforcer is needed to support trade. Public enforcement may work because the enforcer is independent and focused. 123 If regulation is necessary, two major objectives of regulation are (1) to ensure that the prices of publicly traded securities are reasonably well-informed and (2) to ensure that public shareholders are protected by effective corporate governance arrangements once they become shareholders.
Egypt
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A typical regulatory system of capital market entails three tiers of regulation. 125 Company law represents the bottom tier of regulation as it applies all companies, both public and private companies. Securities law represents the second tier of regulation, in that it is only relevant to companies which issue securities to the public. Listing rules represent the top tier of regulation and are relevant only to the relatively small group of companies whose securities are admitted to listing. Together, there are dedicated regulators who oversee the market. They are normally the exchanges themselves and a separate specialized public agency, such as the Securities and Exchange Commission of the US. Looking at the performance of individual countries where there is an active stock market and also available data, South Africa, with the most vibrant exchange in the region, is rightly the most protective of investors (see Table 5 ). Quite equally protective of investors is Nigeria. However, it only has the fourth largest stock exchange in the region with a market cap of around US$30 billion. 128 As shown by Armour and colleagues, the correlation between law and finance is far from clear. 129 This is also illustrated from Table 5 . The Egyptian Stock Exchange is the third largest; however, the shareholder protection index of Egypt is just 4.8, lower than almost all countries which have a shallower exchange towards the bottom of the table except Tanzania. Likewise, Morocco has a fairly respectable score of 5.3; however, this performance is still not as good as Nigeria, Botswana and Namibia, all of which again with a shallower market. But just looking at the three top performers, South Africa, Nigeria and Mauritius, it can easily be assumed that their corporate and financial regime may have a notable British root. This is largely consistent to the view that common law systems were more protective of shareholder interests than civil law ones. 130 Whilst the story of South 130 Ibid., But note South Africa and Nigeria are both not regarded as having a pure common law system but having a "mixed legal system of Roman-Dutch civil law, English common law, and customary law", and a "mixed legal system of English common law, Islamic law (in 12 northern states), and traditional law" respectively. See CIA, The World Factbook: Legal System (2017), available at: <https://www.cia.gov/library/publications/the-world-factbook/fields/2100. html>, accessed 26 March 2018.
Africa is to be discussed further below, Nigeria had essentially adopted the laws in the UK directly until the first corporate statute was enacted in 1912, and since then the country has continually been influenced by the UK. 131 For example, the Companies Ordinance 1922 of Nigeria was based on the UK Companies Act of 1929. Likewise, the 1968 law was mainly based on the UK Act of 1948. Meanwhile, it is worth noting from Table 5 that, although Mauritius, with the second best score of 6.5, has a British colonial origin, its legal system is indeed a "civil legal system based on French civil law with some elements of English common law" as influenced by its earlier colonial ruler. 132 The colonial origin-development nexus Table 5 . 135 According to the Global Financial Centre Index, only Casablanca and Johannesburg, which incidentally are the largest markets in Africa, are featured in the list, illustrating perception from global investors on the two countries' conditions such as institutional and regulatory environment, as better than the rest of Africa. 136 The following subsections will proceed to look at the legal institutions supporting the markets in specific countries.
The Seychelles
As a former British colony, the Seychelles became independent in 1976. Despite being described as a "mixed legal system of English common law, French civil law, and customary law," the laws of commerce and banking are mainly based on statutes which originated in the common law system. new Act is intended to achieve multiple purposes such as "encouraging transparency and high standards of corporate governance," "balancing the rights and obligations of shareholders and directors in companies" and "encouraging the efficient and responsible management of companies." 146 Amongst numerous changes, a notable one is the codification of directors' duties, which is contained in Section 76 (3) 171 As for the corporate governance code generally, pretty much like Morocco, the compliance is entirely voluntary. Only two of the ten largest listed companies provided a "comply or explain" section with their annual reports. 172 The code's effectiveness would be greatly increased if its application were required for listed companies under the "comply or explain" basis. This means that although the Corporate Governance Code, for example, recommends that boards should be comprised of a majority of independent non-executive members, audit committees seem to lack the necessary independence to make them effective.
173
Furthermore, corporate transparency remains problematic. 174 As reported by the World Bank, both financial and non-financial information of listed companies is not easily accessible by investors. 175 However, the Egyptian market still has the strength of a high institutional investor participation rate (close to 30 per cent) over illiquid markets such as Morocco. 176 Institutional investors can fill the void left by inadequate rules and play a monitoring role. 177 
Conclusion
Research has long emphasized the important of institutions to economic growth. It is safe to assume that Africa, as the most underdeveloped part of the world, lack those institutions. In general, this is true. The only notable financial market in Africa is South Africa. The others are almost negligible globally. Worryingly, most Africa countries, again with the exception of South Africa, do not have a welldeveloped banking system to fill the void of a stock market as the institution to channel national capital to the entrepreneurs. Apparently, by having a strong banking sector and a vibrant stock market, it can be assumed that South Africa must be the most developed country in the region. Unfortunately, it is not true. The Seychelles is the wealthiest country in Africa. It has neither of the strengths of South Africa. The banks there have not channelled enough capital to the private sector to foster economic growth. Its stock market is very new with just 10 listed companies at the moment. Considering the story of the Seychelles, finance apparently is not essential for prosperity. Of course, the caveat here is, the Seychelles can simply be an exception. Further, looking at Morocco and Egypt, despite having the largest stock markets (just behind South Africa), they are indeed not the wealthiest in the region. There are eight more African countries above them, in addition to the Seychelles and South Africa, in the high-income and upper-middle-income categories when Morocco and Egypt are just lower-middleincome economies according to the World Bank's benchmarks. Turning to the legal factors, first looking at Africa as a whole, the inadequacy of shareholder protection overall in the region fits well with the fact that the continent is quite backward in both economic and financial development. Law indeed can explain the growth stories of both the Seychelles and South Africa. The Seychelles may not have the deepest financial sector; however, it is capable of attracting a lot of foreign companies to incorporate there. It, as a former British colony, is apparently developing along the line of other common law tax havens such as the British Virgin Islands, Bermuda and the Cayman. South Africa also sits well with the idea that common law is capable of providing superior shareholder protection, thereby making people feel more comfortable to invest in equity. Of course, a counterargument can be the question of why Morocco and Egypt, by having an essentially Napoleonic civil law system, can have a more vibrant financial sector than other common law countries in Africa. One convenient explanation is, the exchanges in Egypt, Morocco and South Africa are incidentally the oldest in Africa. It can be just about the time they have existed, thereby building up a trusted brand name. Another point is, indeed Nigeria is not too far behind Egypt by having the fourth largest exchange in the region. The common law advantage is not absolute but can still be true. This perhaps points us back to the beginning of this article that there is a need to examine a package of institutional factors, 178 such as law, finance, politics, trade, culture, technology, education, and colonial origin to provide a more convincing and comprehensive account of growth. Relying on one or two of them, like law and finance only in this article, is often inconclusive. This article hopes to open further debate on ways to explore this topic, no matter in the context of Africa or other regions. 179 
